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ABSTRACT
The income smoothing is a dimension of the accounts manipulation theme that has been at-
tracting a great attention in the accounting literature. A goal of manipulation widely as-
cribed to managers is the desire to smooth. Reported income, Income smoothing reflects re-
ducing the possible income fluctuations so as to make it as stable as possible throughout the
ism. Almost of income smoothing research  in  Indonesia  used  Eckel’s  index  to  clasify
smoother non smoother firms. Empirical evidences have provided support for the existence of
an income smoothing behavior. The studies showed inconsistent about factors determining
this smoothing. The purpose of the present investigation is twofold. First, we seek to deter-
mine if Eckel index is a reliable instrument to measure income smoothing behavior. Second,
we pretend to identify the new instrument to measure incidence of income smoothing. Our
research sample comprises manufacturing companies listed on the Indonesia Stock Ex-
change, over period of 1999-2008. This study confirms Eckel’s index is not reliability instru-
ment. The new proposed index quantifies the incidence of income smoothing without depend
on n periods. The results imply that researchers should re-examine the conclusion of previ-
ous studies, particularly that determinant, factors and effect of income smoothing practices.
Key words: income smoothing, Eckel’s index, coefficient of variation, reliability.
INTRODUCTION
It has been noticed that income statement is
considered as one of the statements to be
presented in financial reporting. For that rea-
son, the company’s earning is considered
vital information for it can be used to meas-
ure the corporate performance. In other
words, information of the earning can be
used to assess the performance or account-
ability of management and also predict the
ability of companies in the effort of contrib-
uting to the following earning.
In general, earning reporting is fre-
quently not free from the accounting ma-
nipulation. Yet it appears different from the
fraudulence. Accounting manipulation  can
be still in tolerant when it is put in the ac-
counting rules. In contrast, fraudulence prac-
tices tend to be against the rules and ac-
counting standards. Thus, it is delicately dif-
ferent from income smoothing. In fact, one
of the practices of accounting manipulation
is income smoothing.
In connection with the pursuit of analyz-
ing income smoothing in the companies,
some definitions of it can be inferred. First
of all, income smoothing is defined as the
emphasis on the fluctuations in income lev-
els that are considered normal for the com-
pany (Barnea et al., 1976). For another
thing, Beidleman, (1973) defines income
smoothing as the management efforts to re-
duce abnormal variations in the earning to
the extent permitted  by the principles  of
good management and accounting. Income
smoothing  in such instances, is as a tool
used by management to reduce the variabil-
ity of reported income stream relative to the
target which is intentionally smoothed by
using artificial or real variable. In addition,
income smoothing is one-dimensional ma-
nipulation of accounts that attract the atten-
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tion of many accounting literature in the
realm of earnings management. Beside, in-
come smoothing reflects the concern to re-
duce the possibility of fluctuations in income
by making a steady flow
Research on income smoothing in Indo-
nesia generally   examine   several factors
which are allegedly to motivate management
to do income smoothing. They identify the
existence of such practices and followed by
testing management motivation. The results
of these studies have identified those most
public companies in Indonesia have con-
ducted income smoothing. All in all, most of
the studies are uniform in terms of inferring
the end results.
Testing the triggering factor of income
smoothing policy by the company manage-
ment has not consistently been recovered.
Among the results of such studies are often
inconsistent to one another. For example,
Kustono (2010) stated that the inconsistency
of their findings was caused by the measur-
ing devices. These devices are thought to be
unreliable. For example, Index Eckel does
not have the ability to capture the practice of
income smoothing between periods. In that
situation, it shows that some companies are
classified by grading only in one particular
year. This is considered  to have deviated
from the definition of income smoothing.
The classification based on Eckel index
for one company may also change because
of changes in the period used to determine
the coefficient of variation. Change of clas-
sification shows that the index is not reliable
as a tool. In other words, Eckel is as an iden-
tifier of smoothing and not merely for
smoothing. Kustono (2010) asserted the idea
of the need for new instruments. This re-
search is intended to correct weaknesses of
the Eckel and construct an index measuring
instrument which is more reliable income
smoothing factor. This construction is very
important because the use of measuring in-
strument error will cause errors either in the
phase of conclusions related to the classifi-
cation of sample or the determinants and
impact of such classification.
THEORETICAL FRAMEWORK
It is a fact that income smoothing becomes a
phenomenon which has been often proved in
some previous studies. This practice has
been investigated through various levels of
different samples. Furthermore, income
smoothing is considered to be an important
factor. Research by Moses (1987) and Atik
& Sensoy (2005) shows that at least 60% of
the sample used in the study can be classi-
fied as smoothing the company earnings.
Another proponent, such as Barnea et al.
(1976) classified accounting income smooth-
ing as inter-temporal smoothing and classifi-
cation. Inter-temporal smoothing is based on
the situation when cost and expenses are
recognized and smoothing classification is
done with the classification under ordinary
cost and extraordinary one in which the or-
dinary post finally becomes flat.
Eckel (1981) distinguishes between in-
come smoothing as a natural smoothing and
intended smoothing.  Natural smoothing is
the alignments resulting from transactions
that inherently produce a smoothed earning.
In other words, the company's operations to
generate income by collecting revenues and
expenses are inherently to eliminate fluctua-
tions in income flows. In other words, the
process of generating income itself generates
a stream of smoothed income. Alignment
occurs without the intervention of any party.
Income smoothing is accidentally trig-
gered by the motivation which is based on
the management actions. There are two
types of income smoothing: intentional, that
is income smoothing of the real intention
and the other one is artificial income
smoothing. Real income smoothing indicates
management actions that seek to control
economic conditions that directly affect cor-
porate earnings in the future. In addition,
this real income smoothing affects cash
flow. On the contrary, artificial income
smoothing can show manipulation which is
undertaken by management to smooth the
earning. Thus, the action of this manipula-
tion resulted in a fundamental or economic
condition that can affect cash flow, but shifts
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the cost and/or income from one period to
another.
By taking for granted, such a trend can
be traced from several research. Some stud-
ies, in fact, have been conducted to identify
the smoothing behavior, such as motivation
and its impact on future transactions, a com-
pany that has been doing income smoothing.
This can also be found in other studies such
as (Lev & Kunitzky, 1974; Ammihud et al.,
1983, Wang & Williams, 1994; Michelson et
al., 1995; Iñiguez & Poveda, 2004). These
proponents also provide empirical support
toward statement that management reduces
the variability of cash flows and earning for
the purpose of minimizing the risk of the
company. Income smoothing is also in-
tended to increase the value of the firm
(Gordon, 1964; Trueman & Titman, 1988;
Gibbins et al., 1990; and Chaney & Lewis,
1995; 1998).
Estimator of Income smoothing
Income smoothing can only be investigated
through some periods by suspecting a certain
earning rate of the targeted, e.g., both high-
and low-digits earning reports. Some re-
searchers use a two-period model by assum-
ing that the earning target is proportional to
the income report in the previous year
(Copeland, 1968). In other words, the size of
alignment is the magnitude of changes in the
earning from one year to the next.
Other researchers also evaluated the
earning target using multi-period test. The
underlying assumption is that it should be an
evenly increasing trend (Gordon, 1966).
Some of the models used are the exponential
model (Dascher and Malcolm, 1970), linear
time series models (Barefield and Comiskey,
1972), time trend semi-logaritma (Beidle-
man, 1973) and model of the market return
index (Ronen & Sadan, 1975). For example,
Dopuch & Watts (1972) suggest the use of
Box-Jenkins techniques to ensure the align-
ment model is applicable.
Models of earning target are differenti-
ated from the real earning. Often, these
models contain errors inherent profit target
because its validity can not be detected em-
pirically. In that case, Ronen & Sadan
(1975) suggested that we do income smooth-
ing approach. In particular, income smooth-
ing can be identified  if the researcher is
faced by the following four questions.
1. What is the object alignment imple-
mented by the management?
2. What is the dimension of management
is used to perform smoothing.
3. What instrument of smoothing is used
by management
4. What is the object of such smoothing
behavior?
In connection with the above efforts,
Imhoff (1977) and Eckel (1981) developed a
methodology based on testing the variability
of income associated with the variability of
sales. The model used to predict the exis-
tence of income smoothing or earnings
variation is inter-period variant. They as-
sume that the level of earning depends on
the level of sales. The basic idea is that the
change in sales can affect the earning. If the
variance of income is less than the variance
of sales, it can be concluded that the smooth-
ing has been done.
Eckel (1981) model of the income
smoothing is done by basing on the follow-
ing premises.
1. Income is a linear function of the sales =
sales-cost variable-fixed cost.
2. The ratio of variable costs to sales is in
constant currency units
3. Fixed costs are constant or increasing
from period to period, but not likely to
decline.
4. Gross sales can only be smoothed by
real smoothing; gross sales can not be
artificially smoothed.
Mathematically, Eckel illustrates all the
above as the following: when,
I=S-VS-FC, and
FC>0, and
FC t+1 >=FC t, and 0<VC<1 and
FCt+1=FCt=FC, so that
CV s<=CV s
and
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ΔI is Changes of income in one pe-
riod
ΔS is Changes of income in one pe-
riod
CVΔS is Coefficient variation for income
change in a certain time
CVΔI is Coefficient variation for income
change in a certain time
Thus, the formula for classifying the
companies as smoothing and non smoothing
can be formulated as the following.
( X ­ XΔ) 2
The use of the coefficient variation is
good for showing that the coefficient is the
dimension of sample variability, which pro-
vides a comparison of variance among dif-
ferent groups (Albrecht & Richardson,
1990). Furthermore, this index is a good in-
strument to define the degree of income
smoothing by the company (Iñiguez & Pov-
eda, 2004). It is stated that identifying such
an index by summing the area of income
smoothing that effect of smoothing a set of
variables that potentially (Ashari   et al.,
1994). Size can also explain the smoothing
behavior by management (Iñiguez & Pov-
CVΔI and CVΔS =
In which:
n ­1 : XΔ eda, 2004), (Zmijewski & Hagerman, 1981).Unlike other measurement of smoothing,
(Dascher and Malcolm, 1970; White, 1970,
1972; Ronen & Sadan, 1975; Moses, 1987),ΔX = Changes in income (S) or income (I)
between the years n to n-1
XΔ = The average of the change in income
(S) or income (I)
n = Number of years observed.
The companies with absolute value are
less than one index is categorized as a com-
pany that does the practice of income
smoothing. On the contrary, companies with
an index are equal to or greater than 1 are
not considered practicing income smoothing.
In this case, Eckel methodology has been
widely replicated and expanded. For exam-
ple, there are some following this formula
such as Albrecht and Richardson (1990),
Ashari et al. (1994), Booth et al. (1996),
Carlson and Bathala (1997), Michelson et al.
(1995, 2000), and Iñiguez & Poveda (2004).
The methodology above is done by clas-
sifying the sample into two groups (income
smoother versus the non income smoother).
In addition, the time series of the data are
used to calculate the index of income
smoothing (Albrecht & Richardson, 1990;
Ashari et al., 1994). Like the proponents
above, Moses (1987) states that research can
capture the multi-period goals and the suc-
cess of strategy of smoothing, whereas a
single period of the study reflect only the
smoothing effort.
argued that an index can be developed to
identify the income smoothing by Eckel
without explaining the model. This is be-
cause the model aims to estimate the expec-
tation of a normal return which then be-
comes targets for reducing fluctuations in
income. Eckel Index rigid is deemed to be
against a variety of predictive models of in-
come and be easily used to measure the vari-
ability of earning reports (Albrecht &
Richardson, 1990; Ashari et al., 1994). Ex-
pectation for the model development is a
complicated task and the insufficiency of the
normal process of earning can lead to the
inference as a function of residual (Imhoff,
1977; Eckel, 1981).
In Indonesia, the research on income
smoothing in general use in Eckel index in
relation to both smoothing and non-
smoothing (Ilmainir, 1993; Zuhroh, 1996;
Assih, 1998; Jin and Machfoedz, 1998;
Jatiningrum, 2000; Salno and Baridwan,
2000; Muchammad, 2001; Natty, 2001;
Prasetio, 2002; Nasser and Herlina, 2003;
Pramudiyatna, 2008; Noor, 2004; Sholihin,
2004; Joseph and Soraya, 2004; Juniarti and
Corolina, 2005; Nurhayati, 2006; Ratnawati,
2006; Irawati and Maya A , 2007; Jayaram,
2007; Masodah, 2007; Subekti, 2007; Zen
and Herman, 2007; Goddard, 2008; Kus-
tono, 2008 & 2009, Martanti, 2008; Firman,
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2009; Kurniati, 2009; Kusuma, 2009; Prapti
Nur, 2009; Suranta and Merdiatusi, 2009;
Vernita, 2009). The testing which was done
on these studies concluded that income
smoothing is something commonly done by
public companies in Indonesia.
Index of Reliability in Eckel
Kustono (2010) stated that Eckel index is
not a reliable measure. The use of coefficient
of variation is vulnerable to the difference n
(total number of years) in the measurement
of income smoothing.   The test results
showed that the index of Eckel does not
have the ability to capture the practice of
income smoothing between periods. Some
companies are classified as practicing
smoothing only in one particular year only,
so that this is different from the definition of
income smoothing. Classification based on
Eckel index for one company may also
change because  of changes  in the period
used to determine the coefficient of varia-
tion. This is because that the change of clas-
sification shows the index which is not reli-
able as a tool in Eckel, both as smoothing
and non-smoothing.
The reliability of this instrument may be
Table 1
Determinant of Income smoothing in Indonesia
No Variabel Supporting Rejecting
1.
2.
3.
4.
5.
6.
7.
8.
9.
Size of
company
Debt Ratio
Industry
sectors
Stock price
Financial
Leverage
Profitability
Group of
companies
NPM
Losser/winner
Suranta and Merdiatusi (2009),
Sholihin (2004), Dewi (2008),
Kustono (2007)
Natty (2001), Masodah (2007),
Kustono (2007)
Kurniati (2009), Dewi (2008)
Ilmainir (1993)
Subekti (2007), Firmansyah
(2009), Kurniati (2009), Zuhroh
(1996), Jin and Machfoez
(1998), Yusuf and Soraya
(2004)
Subekti (2007)
Dewi (2008), Prapti Nur (2009)
Ilmainir (1993); Ashari, dkk.(1994);
Zuhroh (1996); Jin and Machfoedz (1998),
Pramudiyatna (2008), vernita (2009),
Martanti (2008), Natty (2001), Jayadi
(2007), Kusuma (2009), Subekti (2007),
Firmansyah (2009), Kurniati (2009),
Masodah (2007), Jatiningrum (2000)
Martanti (2008), Jayadi (2007), Subekti
(2007)
Assih (1998), Salno and Baridwan (2000),
Prasetio (2002), Vernita (2009)
Juniarti and Corolina (2005), Nurhayati
(2006), Ratnawati (2006), Vernita (2009),
Pramudiyatna (2008),
Zuhroh (1996); Jin and Machfoez (1998),
Muchammad (2001), Nasser dan Herlina
(2003), Noor (2004), Pramudiyatna (2008),
Zen and Herman (2007), Jayadi (2007),
Vernita (2009), Kusuma (2009),
Firmansyah (2009), Juniarti and Corolina
(2005), Nurhayati (2006) Ratnawati
(2006), Masodah (2007)
Jin and Machfoedz (1998); Assih (1998),
Irawati and Maya A (2007)
Vernita (2009), Martanti (2008), Kurniati
(2009) Irawati and Maya A (2007)
Subekti (2007), Irawati and Maya A (2007)
Source: data processed
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due to the differences in the determinants of
income smoothing as in public companies.
Accordingly, it failed to reject the null hy-
pothesis of the study. In other words, theo-
ries construction for generating the hypothe-
sis can not be proved. Table 1 presents sev-
eral different studies in concluding determi-
nant of alignment.
RESEARCH METHODS
The theory building is done in this study. As
such, it is considered an analytical review of
unreliability of Eckel index as a measure of
income smoothing instruments. The proce-
dure testing is done by analyzing in depth
through the definition of income smoothing.
By doing so, a new instrument is created
based on the premises that are developed
from these definitions. The data were used
for comparison by using Kustono’s (2010)
study. Such data consists of the financial
statements of companies listed in Indonesia
Stock Exchange during the period of 1999-
2008. The population selection is based only
on consideration that manufacturers should
be done by filtering as by Eckel on smooth-
ing and non-smoothing based on the indus-
tries being researched.
The use of only one industry category
makes it easy to determine the average coef-
ficient of variation of industry. The samples,
then, were selected on the basis of suitability
of the sample characteristics, the criteria that
have been determined. As the previous re-
search conducted, the criteria for selecting
the samples in this study is all the manufac-
turing companies as listed on the Jakarta
Stock Exchange prior to January 1, 1999 and
still in operation during the period 1 January
2001 to December 31, 2008. Besides such
criteria, the companies are considered to al-
ways publish audited financial statements at
each reporting period; they did not conduct
transactions of mergers, acquisitions, and
their business groups remained unchanged
during the period 1 January 2001 to Decem-
ber 31, 2008; they did not have negative eq-
uity in 1999, and finally they have not be
delisted in the period 2000-2008.
Index-Based Classification of Eckel
In this case, Kustono (2010) did the testing
of financial reporting data in 1999 to 2008
for 52 manufacturing companies in Indone-
sia Stock Exchange. Period of Eckel index
calculation is done by using n = 3, 4, 5, and
6 years. To obtain uniformity of analysis, in
this study and smoothing and non-smoothing
classification was calculated for the years
2004 to 2007. Such classification is based to
n = 6, a new variation coefficient that can be
set for 2004. The use of n = 6 indicating that
the coefficient of variation was calculated
for six years i.e. 1999, 2000, 2001, 2002,
2003, and 2004. Therefore, the new index
can be determined in 2004.
The test results showed that the Eckel
index for the period n = 3 (three) years, have
8 smoothing companies in 2004, 8 in 2005, 6
in 2006, and 8 in 2007. For the period n = 4
(four) years, there are 4 smoothing compa-
nies in 2004, 6 in 2005, 7 in 2006, and 7 in
2007. For the period n = 5 years, there are 5
smoothing companies in 2004, 6 in 2005, 5
in 2006, and 8 in 2007. For the period n = 6
years, there are 6 smoothing companies in
2004, 6 in 2005, 5 in 2006, and 6 in 2007.
Based on the coefficient of variation of
the testing, smoothing and non-smoothing
classification is not consistent, especially for
a company at a certain period. Table 2
shows that the sample no 3 is classified as a
smoother in 2005 when n is used is 4. For n
= 3, 5, 6 of sample 3 in the year classified as
non-grader. Similarly, it occurs also in some
other samples.
In that case, therefore, Eckel index test
result raises doubts about the reliability of
the index. From this fact, Kustono (2010)
concluded that the classification based on
the Eckel index for one company may fluc-
tuate because of changes in the period used
to determine the coefficient of variation.
Change classification shows that the index is
not reliable as a tool Eckel identifier grading
and not grading. Eckel also no limitation
period should be used for calculations.
The number of sample with the compa-
nies classified as smoother in each year of
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Table 2
Results of Income smoothing Classification on Eckel Indeks
Year Number of companies classified aspracticing the income smoothing
n =3 n= 4 n = 5 n = 6
2004
2005
2006
2007
8
8
6
8
4
6
7
7
5
6
5
8
6
6
5
6
testing may vary. Year 2004 for n = 3, 4, 5,
6 respectively show 8; 4; 5; 6 companies
classified samples as smoothing. Eckel in-
dex-based classification is prone to reliabil-
ity because of the significance of the influ-
ence of n in the formula.
Instrument Construction of Income
smoothing
The unreliability of Eckel index as a
measure of income smoothing instruments
construction inspires to create a new instru-
ment. The construction process is based on
the definition of income smoothing. Some
researchers of the previous income smooth-
ing define it as follows.
Copeland (1968) defines smoothing
moderate year-to-year fluctuations in income
by shifting incomes from peak years to less
successful periods.
Beidleman (1973):
Smoothing of reported earnings May be de-
fined as the intentional dampening of fluc-
tuations about the level of earnings Some
That Is currently Considered to be normal
for a firm.
Barnea, Ronen and Sadan (1976):
Deliberate dampening of fluctuations about
some level of earnings is which is consid-
ered to be normal for the firm.
Imhoff (1977):
Income smoothing has typically been de-
fined as a relatively low degree of earnings
variability.
Imhoff (1981):
Income smoothing is a special case of in-
adequate financial disclosure statement. The
smoothing of income implies some deliber-
ate effort to disclose the financial informa-
tion in Such a way as to Convey an artifi-
cially reduced variability of the income
stream.
Ronen & Sadan (1981):
Income smoothing cans be defined as a de-
liberate attempt by management to signal
information to financial users.
Koch (1981: 574):
It can be defined income smoothing is a
means Used by management to diminish the
variability of stream of reported income
numbers relative to Some perceived target
stream by the manipulation of artificial (ac-
counting) or real (transactional) variables
Givoly & Ronen (1981: 175):
Smoothing can be viewed as a form of sig-
naling whereby managers use Their discre-
tion over the choice Among accounting al-
ternatives Within Generally Accepted Ac-
counting Principles so as to minimize fluc-
tuations of earnings over time around the
trend They believe best reflects Their view
of investors' expectations of the company's
future performance.
Moses (1987):
Smoothing behavior is defined as an effort
to reduce fluctuations in reported earnings.
Ma (1988):
Smoothing reported earnings May be de-
fined as the intentional reduction of earnings
fluctuations with respect to Some normal
levels.
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Ashari et al., (1994):
Deliberate  voluntary acts by management
are to reduce income variation by using de-
vices to perform certain accounting.
Beattie et al. (1994):
Smoothing cans be viewed in terms of the
reduction in earnings variability over the
children number of periods, or, within a sin-
gle period, as the movement towards an ex-
pected level of reported earnings.
Fern et al., (1994):
Attempts to reduce earnings variability, es-
pecially abnormal behavior designed to
dampen increases in reported earnings.
Fudenberg & Tirole (1995):
Income smoothing is the process of manipu-
lating the time profile of earnings or earn-
ings reports to make the reported income
stream less variable, while not Increasing
reported earnings over the long run.
From these definitions can be stated that
income smoothing is a way used by man-
agement to reduce the variability of flows
from the figures reported earnings relative to
the desired income stream with the manipu-
lation of artificial (accounting) or real vari-
ables (transactional). Alignment can be
shown as a form indication where managers
use discretion to choose some alternatives
within the scope of accounting generally
acceptable accounting principles in order to
minimize fluctuations in earnings.
Smoothing behavior is an attempt to re-
duce fluctuations in reported earnings. Re-
ducing earnings volatility leads to levels ap-
proaching normal levels. Reduction efforts
can be performed using instruments account-
ing (accounting devices). Reducing fluctua-
tions in income do for some period by slid-
ing toward the expected rate of earning.
Income smoothing can be seen as an at-
tempt to reduce earnings variability, espe-
cially behavior that is designed to suppress
an abnormal increase in earning. The proc-
ess is expected to report earnings manipula-
tion profile can create revenue streams that
are reported are not so varied.
Income smoothing is an effort to reduce
the variability of income over a certain pe-
riod, which leads to the expected level of
reported earnings. Thus income smoothing
can be regarded as a means used by man-
agement  to reduce earnings  variability
among rows of the amount of earnings,
which arise because of differences between
the amounts of earning that should be re-
ported with the expected earning (normal
earning).
Instrument Development
According to Kustono (2010), it is clear that
income smoothing is not possible only on
one particular period. Engineering such in-
come is not classified as income smoothing,
but it could be a leverage income (Increasing
income) or a decrease in earnings (income
decreasing). Consequence management of
accruals in the period now of course have an
impact on the next financial reporting pe-
riod. The effort has to be increasing the
number of reported earnings, if earnings
should be reported smaller than normal earn-
ing, or reduce the number of reported earn-
ings, if earnings should be reported higher
than normal earnings. Income smoothing is a
way to shift the volatility of earnings by
lowering the income level at the peak and
increase when under.
Completing the premise stated by Kus-
tono (2010), the premises for the definition
of income smoothing can be asserted as the
following.
Premise 1: Income smoothing can only be
done during some periods.
Premise 2: Smoothing is done intentionally
by tapping and tilting earnings reports so
close to the expected earning.
Premise 3: Efforts   for that suppression
causes the low earnings reports.
Premise 4: When firms are classified as
smoothing, classification is consistent at
least in one consecutive period.
Premise 5: When the company classified as
a smoothing in a given year, then the length-
ening or shortening the period that is used
to classify it will not give a different impact
on the classification of that particular year.
In a study of earnings management, the
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main difficulty is finding the real earning.
Researchers can only access the earnings
report to identify the motivation of manage-
ment. Consequently, the development of
investigating the instruments also found the
earning the object of earning reports. Fluc-
tuations in earnings a report (both operating
earning and net income) is reflected by dif-
ferences in earnings report of the previous
period (t-1) with the earnings report of the
current period (t). Given that income
smoothing should be performed at succes-
sive periods, the earnings reports that can be
used to detect such action is the previous
period, the period now, and the period there-
after (t-1, t, t +1). This means that in period
t, the earnings report shows the results of
management actions in the previous period,
and time series of these efforts are also made
either non-smoothing or smoothing by look-
ing at the ratio of consolidated earnings
changes  in successive periods.  Companies
are classified as smoothing if in a few suc-
cessive periods of low earnings change the
ratio than other periods.
The size is susceptible to the effects of
specific aspects such as scale of enterprise
companies. Companies that have relatively
high sales will have a current income fluc-
tuation which is steeper than the firms with
small sales. The ratio of consolidated earn-
ings changes need to be standardized with
the sale of the change occurring. This for-
mula is expected to minimize the impact of
specific aspects of the company. Thus in-
struments and non-smoothing and smoothing
of earnings formulated as follows:
L ­ L
in the current period so that the earnings re-
ports in three successive periods do not fluc-
tuate either.
Fluctuations in earnings were caused by
PPit
it it­1
= Lit­1
Pit ­ Pit­1
Pit­1
changes in foreign earning reports or inter-
period earning reports. In other words, the
difference is a measure of income smoothing
component. Therefore, the ratio of earning
change is more precise statement. This
means that companies can be classified as
PP is the index of income smoothing.
L is to Earnings Reports
P is the Sales
i is firm i
Companies are classified as smoothing if
Figure 1
Profile of Earning Report
Laba
laporan
Indikasi
Perataan
Penghasilan
periode
Note: Laba laporan= earning report
Indikas i Perataan Penghasilan= indication of income smoothing
Periode= per iod
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at least three periods (two ratios PP) has
successive absolute index below 0.5. There
is a consideration of the use of three periods
because the practice of income smoothing is
the practice of earnings manipulation that
occurred in some periods. Using the ratio of
change in earnings and sales, management
can do the alignment when it is detected
through at least three periods (two ratios,
because it is used to calculate the ratio of
period t and t-1).
The value 0.5 shows the high principle
of prudence. Income derived from sales less
costs. Fluctuations in earnings should be the
covariance with fluctuating sales and costs.
If both fluctuate parallel course PP ratio is 1.
The ratio is greater than 1 indicating more
earnings than sales. The ratio is less than one
indicating lower earnings smoothing than
sales. Emphasis on fluctuations in earnings
reports will put the practice of income
smoothing  positing in the area under the
same ratio. For conservatism, the company
will be classified as a smoothing in a row
when the three reporting periods (two peri-
ods of PP ratio) is below 0.5.
If the company had a ratio of 0.4 in 2004
then it could be assumed that companies
make earnings management during the year
2004 (the change from 2003 to 2004). Man-
agement action taken in 2004 is not neces-
sarily to be considered as income smoothing,
because it may act in accordance with in-
come increasing or decreasing income. Such
actions can only be predicted as income
smoothing, if the following year (change
2004 to 2005) fluctuations in earnings are
also low.
New Instrument Based on Classification
Index of Income Smoothing
New instruments are intended to avoid the
influence of n (number of years) in calculat-
ing the index classification. The absence of
year figure is used to avoid inconsistencies
in the use of results from different periods.
The test results using a new instrument show
the results as in Table 3.
For 2004, there are 16 companies that
are classified as the sample companies as
smoothing. In 2005, there were 15 samples
classified as smoothing company. In 2006,
there were 11 sample firms, and in 2007,
were 8 companies. The calculation was done
by this new instrument is not influenced by
the number of n which is used in the calcula-
tion or determination of smoothing and non-
smoothing ones. Therefore, it better meets
the reliability aspect of the test compared to
the Eckel index. When compared to Eckel
index, this new instrument provides a better
reliability. The test results can be determined
for  each period as robust. The calculation
will give the same classification for all the
studies so that there is no doubt for the re-
sults or conclusions.
CONCLUSIONS, IMPLICATION, SUG-
GESTION, AND LIMITATION
Based on the analysis and discussion in the
previous section, it can be asserted that
Eckel Index is an instrument which has been
used in most or all of the research on income
smoothing. Such an instrument is intended
to classify a company as either non-
smoothing or smoothing practice. This index
is based on the coefficient of variation of
Table 3
Results Classification of Income smoothing With Eckel Index
Year Companies of IncomeSmoothing
2004
2005
2006
2007
16
15
11
8
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sales and earnings. In addition, the formula-
tion that is used to calculate the coefficient
of variation is standard deviation. It can be
seen that the number of years (n) plays an
important role in the formulation because it
is a common denominator.
As argued above, the consequences of
the use of n are that the index becomes in-
consistent during the period of calculation
differences. Beside that, Eckel index be-
comes unreliable as a means of testing be-
cause it has no such consistency. As it is
indicated, the test results show empirical
support for the statement related to the unre-
liability of Eckel index
For that reason, the development of new
instrument is required so that no misleading
happening in the studies of income smooth-
ing. It worth noting that income smoothing
index developed in this study is based on
definitions of income smoothing. From such
definitions, it can lead to the premises to
construct a new instrument.
In specific situation, the absence of in-
fluence of the period of calculation shows
the reliability index of income smoothing,
either as smoothing or non-smoothing classi-
fication. The result of the classification of a
certain company seems in steady and not
changeable. This provides an opportunity to
test the determinants and motivations of a
income smoothing in the study period. Fi-
nally, index of income smoothing can also
be applied to the calculation of individual
enterprise companies. The characteristics of
individual (specific firms) are already repre-
sented on the use of earnings and cash flow
of the company's sales.
Implication
Implications of the study and research are
related to exploration that the Eckel Index
does not qualify the reliability and the need
for new instrument construction. Thus, the
failure of index classification in Eckel shows
tency means classifier. The existence of a
new instrument that reliably provide re-
searchers for doing research related to the
determinants, motivation, and the impact of
income smoothing practices.
Suggestion
Development of new instruments or tests of
income smoothing instruments become ab-
solutely necessary. Therefore, for future re-
search, it requires that the researchers should
be careful with measuring the instruments.
Errors of using instruments twill yield unre-
liable conclusion. In other words, it will
produce misleading conclusion.
Limitation
Development of new instruments income
smoothing index in this study focuses more
on the aspects of reliability and constancy.
The testing has been made on aspects of va-
lidity as a whole, but only on the validity of
the results. Future research can be done to
strengthen, support, or reject the instrument
of income smoothing index as proposed in
this study by basing on scientific studies.
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APPENDICES
Apendix 1
Result of Index of Income smoothing
Sample no
L ­ L P ­ Pit it­1 it it­1
Lit­1 Pit­1
2003 2004 2005 2006 2007 2008
l1
l2
l3
l4
l5
l6
l7
l8
l9
l10
l11
l12
l13
l14
l15
l16
l17
l18
l19
l20
l21
l22
l23
l24
l25
l26
l27
l28
l29
l30
l31
l32
l33
l34
l35
l36
l37
0,28
7,18
0,92
0,14
1,09
0,32
0,41
0,84
1,82
0,12
0,74
0,02
0,97
0,00
0,64
2,37
3,30
0,00
7,01
1.133,26
0,13
0,68
36,13
1,30
3,89
0,24
0,26
1,23
0,02
7,31
33,32
6,03
1,31
0,07
6,18
0,06
17,85
57,15
13,02
0,32
15,06
2,74
0,17
0,02
1,48
3,57
0,95
0,12
0,71
0,01
0,15
7,12
0,07
3,43
1,37
0,04
0,83
0,39
3,07
1,91
40,04
1,15
0,08
4,61
2,39
4,12
2,06
1,20
0,01
5,58
4,41
0,79
1,21
25,99
0,03
0,04
0,06
1,87
0,04
12,44
0,08
8,57
0,22
0,23
48,72
0,76
0,96
0,43
0,26
10,26
8,75
13,50
0,12
4,85
0,60
9,71
11,64
5,86
0,10
0,27
0,43
2,24
0,22
5,32
1,61
2,29
1,65
0,55
4,67
7,89
77,73
0,14
34,49
1,87
222,84
28,49
0,01
0,08
0,26
2,71
32,03
0,73
0,33
1,25
1,75
0,07
6,60
15,22
0,56
1,69
0,22
0,82
2,76
10,20
1,26
2,91
4,72
0,73
4,82
0,00
12,20
1,19
6,07
0,15
1,24
0,21
0,29
0,88
0,12
14,38
31,32
0,65
1,24
0,33
0,66
2,26
1,06
3,96
0,12
1,79
0,09
0,16
0,13
0,70
0,02
0,54
0,79
4,46
0,10
2,56
3,31
0,63
69,28
0,02
1,42
15,19
0,51
1,54
992,04
10,19
0,46
1,01
84,24
1,98
20,21
5,04
535,58
0,22
2,21
1,68
2,18
0,24
2,19
1,26
0,18
1,88
0,09
2,29
1,64
0,01
-
1,43
3,43
0,58
85,39
0,14
3,77
0,53
1,80
1,50
0,07
2,83
8,47
0,02
25,15
0,95
0,89
0,00
0,49
0,20
0,65
-
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L ­ L P ­ Pit it­1 it it­1
Lit­1 Pit­1
2003 2004 2005 2006 2007 2008
l38
l39
l40
l41
l42
l43
l44
l45
l46
l47
l48
l49
l50
l51
l52
1,21
1,18
1,05
0,84
0,36
0,37
86,89
36,93
8,91
1,13
0,04
0,53
0,25
2,31
0,78
0,53
0,02
5,02
1,02
0,07
0,01
1.195,03
0,47
0,89
1,52
0,09
0,85
13,81
7,71
143,33
0,37
0,69
0,65
0,96
0,55
0,10
4,36
6,30
3,24
0,08
0,79
1,53
2,68
3,27
0,94
0,26
0,24
1,26
0,55
2,63
1,61
0,25
5,38
0,01
0,08
0,13
2,79
23,89
1,00
0,55
0,60
1,06
0,05
0,15
18,42
0,67
3,91
2,03
2,15
0,19
0,03
1,45
0,05
5,93
0,62
2,38
7,00
0,73
1,99
2,18
0,08
8,07
1,42
2,17
0,14
0,69
55,76
1,10
0,29
5,88
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Apendix 2
Classification as Smoothers Based on PP and Eckel Index
Sample
No
Basis of Classification
PP Eckel Index3 years 4 years 5 years 6 years
1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
2005, 2006, 2007
2004, 2005
2004, 2006, 2007
2004, 2005, 2006
2002
2004, 2005
2005, 2006, 2007,
2008
2002
2003
2004, 2005
2004, 2007, 2008
2004, 2005,
20072008
2005, 2006
2006, 2007, 2008
2003
2003
2005, 2006
2007, 2008
2004, 2005
2004, 2005,
2006, 2007
2001
2008
2004, 2005,
2006, 2007, 2008
2004
2004
2005, 2006,
2007, 2008
2005
2005, 2008
2004, 2005
2007
2001
2002
2003
2007, 2008
2006, 2007
2003
2005
2005
2006, 2006
2004, 2005,
2006, 2007
2002
2002
2004, 2005,
2006, 2007, 2009
2006
2004
2006, 2007, 2008
2005
2004, 2005, 2006
2007, 2008
2003
2008
2008
2007, 2008
2007
2005, 2008
2006, 2007
2005, 2006,
2007, 2008
2004, 2005,
2006, 2007, 2008
2004, 2005
2006, 2007, 2008
2003
2004, 2005,
2006, 2007
2008
2007, 2008
2007, 2008
2005
2007, 2008
2005, 2006, 2007,
2008
2005, 2006, 2007,
2008
2004, 2005
2006, 2007, 2008
2004
2004, 2005, 2006,
2007, 2008
2007, 2008
78
Sample
No
Basis of Classification
PP Eckel Index3 years 4 years 5 years 6 years
39
40
41
42
43
44
45
46
47
48
49
50
51
52
2001
2004
2004
2002
2005, 2006, 2007,
2008
2004, 2006, 2007
2004
2006, 2007
2002
2005, 2006, 2008
2004
2008
2007
2003
2006, 2008
2003
2003
2008
2003
2004, 2005,
2007, 2008
2004
2008
2007
2004, 2005, 2006,
2008
2004
2004, 2008

